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STATE OF MICHIGAN
JENNIFER M. GRANHOLM DEPARTMENT OF TREASURY
GOVERNOR LANSING

December 9, 2005

Ontonagon County Public Transit
Ontonagon County Board of Commissioners
Ontonagon County Courthouse

725 Greenland Road

Ontagon, Michigan 49953

RE: Unqualified Opinions on Basic Financial Statements and Supplementary
Schedule of Expenditures of Federal and State Awards--Governmental Entity

Independent Auditor's Report

Dear Board Members:

We have audited the accompanying financial statements of the Ontonagon County Public Transit
Fund, a blended component unit of Ontonagon County, Michigan, as of and for the year ended
September 30, 2005, as listed in the Table of Contents. These financial statements are the
responsibility of the Ontonagon County's management. Our responsibility is to express an
opinion on the financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financia statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overal financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in al material respects,
the financial position of the Ontonagon County Public Transit as of September 30, 2005, the
changes in financial position and the budgetary comparison for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

LOCAL AUDIT & FINANCE DIVISION - P.O. BOX 30728 - LANSING, MICHIGAN 48909-8228
www.michigan.gov/treasury - (517) 373-3227
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In accordance with Government Auditing Standards, we have also issued our report dated
December 9, 2005 on our consideration of the Ontonagon County Public Transit's internal
control over financial reporting and our tests on its compliance and other matters with certain
provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

The management’s discussion and analysis on pages 1 thru 5 is not a required part of the basic
financial statements, but is supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation
of the required supplementary information. However, we did not audit the information and
eXpress no opinion on it.

Our audit was performed for the purpose of forming an opinion on the basic financial statements
of the Ontonagon County Public Transit, taken as awhole. The accompanying exhibits D and E
and Schedules 1 through 3 are presented for the purposes of additional analysis and are not a
required part of the financial statements of the Ontonagon County Public Transit. The
accompanying Schedule of Expenditures of Federal and State Awards (Schedule 4) is presented
for purposes of additional analysis and is not a required part of the financial statements. Such
information, except for that portion marked "unaudited,” (Schedule 3) on which we express no
opinion, has been subjected to the auditing procedures applied in the audit of the financia
statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic
financial statements taken as awhole.

Cary Jay Vaughn, CPA, CGFM
Audit Manager
Local Audit and Finance Division
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MANAGEMENT’S DISCUSSION AND ANALY SIS

Using this Annual Report

Our discussion and analysis of the Ontonagon County Public Transit’s financial performance
provides an overview of the Transit System’s financial activities for the fiscal year ended
September 30, 2005. This annua report consists of a series of financial statements. The
Statement of Net Assets and the Statement of Revenue, Expenses, and Changes in Net Assets
provide information about the activities of the Transit System and present a longer-term view of
the Transit System’ s finances.

Overview of the Financial Statements

This annual report consists of three parts--Management’ s Discussion and Analysis (this section),
the basic financial statements, and an additional section that presents supplemental information
and schedules. The basic financia statements include two kinds of statements that present
different views of the Transit System:

The first two statements are financial statements that provide both long-term and short-term
information about the Transit System’s overal financial status. These statements report
information about the Transit System as a whole using accounting methods similar to those
used by private-sector companies. The Statement of Net Assets includes al of the Transit
System’s assets and liabilities. All of the current year’s revenues and expenses are accounted
for in the Statement of Activities, regardiess of when cash is received or paid. The two
statements report the Transit System’s net assets and how they have changed. “Net assets’ is
the difference between the assets and liabilities--this is one way to measure the Transit
System’s financial health or position.

Reporting the Transit System asa Whole

Government-Wide Statements

The Statement of Net Assets and the Statement of Revenues, Expenses, and Change in Net
Assets report information about the Transit System, as a whole, and about its activities in a way
that helps answer the question of whether the Transit System, as a whole, is better off or worse
off as a result of the year's activities. The Statement of Net Assets includes al of the Transit
System’s assets and liabilities using the accrual basis of accounting, which is smilar to the
accounting method used by most private-sector companies. All of the current year's revenues
and expenses are accounted for in the Statement of Revenues, Expenses, and Changes in Net
Assets regardless of when cash is received or paid.

The two statements, mentioned above, report the Transit System’s net assets and how they have
changed. The reader can think of the Transit System’s net assets (the difference between assets
and liabilities) as one way to measure the Transit System’ s financial health or financial position.
Over time, increases or decreases in the Transit System’s net assets are one indicator of whether
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MANAGEMENT’S DISCUSSION AND ANALY SIS

its financial health isimproving or deteriorating, respectively. To access the overall health of the
Transit System you need to consider additional nonfinancial factors such as changes in the
county’s property tax base, the condition of the Transit System’s fleet and changes in the laws
related to the operating assistance received from the Federal and State government.

Financial Analysisof the Transit System as a Whole

The Transit System’s net assets decreased approximately 3.6%, or $30,847, from $852,452 to
$821,605 for the year ended September 30, 2005. The net assets and change in net assets are
summarized below.

Net Assets

The overal financial position has declined in 2005. The restricted net assets increased by
$35,430 and the investment in capital assets decreased by $66,277 during 2005. The reason for
increase in the restricted net assets is the property tax revenue due to the 1 mill that is now being
collected versus ¥2 mill in the previous year. The reason for the decline in the invested in capital
assets is due to the depreciation on the capital assets.

The net assets as of year ended September 30, 2005 are as follows:

2004 2005 Variance %

Current and Other Assets $ 142,955 $ 161,571 $ 18,616 13.02%
Capital Assets 706,332 688,473 (17,859) -2.53%
Total Assets 849,287 850,044 757 0.09%
Current Liabilities 32,471 15,304 (17,167) -52.87%
Long-Term Liabilities 12,782 13,135 353 2.76%
Tota Liabilities 45,253 28,439 (16,814) -37.16%
Net Assets

Invested in Capital Assets 754,750 688,473 (66,277) -8.78%

Restricted 97,702 133,132 35,430 36.26%
Total Net Assets $ 852,452 $ 821,605 $ (30,847) -3.62%




ONTONAGON COUNTY PUBLIC TRANSIT

MANAGEMENT’S DISCUSSION AND ANALY SIS

Changesin Net Assets

2004 2005 Variance %

Program Revenue

Charges for Services $ 67232 $ 75177 $ 7,945 11.82%

Operating Grants and Contributions 229,387 240,336 10,949 A4.77%

Capital Grants and Contributions 74,953 3,462 (71,491) -95.38%
General Revenue

Property Tax 92,334 195,759 103,425 112.01%

Interest 1,371 1,746 375 27.35%

State Single Business Tax 920 (920) -100.00%
Total Revenue 466,197 516,480 50,283 10.79%
Operating Expense

Salaries and Wages 347,996 375,560 27,564 7.92%

Depreciation 69,392 69,739 347 0.50%

Other 85,894 102,028 16,134 18.78%
Total Operating Expense 503,282 547,327 44,045 8.75%
Decrease in Net Assets (37,085) (30,847) 6,238 -16.82%
Beginning Net Assets 841119 852.452 11,333 1.35%
Ending Net Assets $ 852452 $ 821,605 (30,847) -3.62%

The tax revenues increased as stated above due to the 1 mill now being collected while the
capital grants declined as the transit system received grant money last year to purchase a new
bus. The saaries expense increased due to the rising costs of health insurance and the other
operating costs increased with the rising fuel costs.



Governmental Activities

Revenues
Taxes
Federa Grants
State Grants
Charges for Services
Interest and Rentals
Other

Total Revenue

Expenditures

Saaries, Wages, and Fringes

Services

Materials and Supplies Consumed

Utilities

Casualty and Liability Costs
County Central Services Costs

Other
Capita Outlay

Total Operating Expense

Excess of Revenues Over (Under) Expenditure

Beginning Fund Baance

Ending Fund Balance

Prior to the beginning of any year, the Transit System’s budget is compiled based upon certain
assumptions and facts available at that time. The fina budget for 2005 was $635,692. The
revenues exceeded expenses this year despite increased fuel costs, utilities, labor, and increasing
health care premiums, as well as declining State Operating Assistance because of the increased

millage.

ONTONAGON COUNTY PUBLIC TRANSIT

MANAGEMENT’S DISCUSSION AND ANALY SIS

2004 2005 Variance %
$ 92,334 $ 195,759 $ 103,425 112.01%
109,665 62,020 (47,645) -43.45%
195,595 181,778 (13,817) -7.06%

64,774 72,512 7,738

1,371 1,746 375 27.35%
2,458 2,665 207 8.42%
466,197 516.480 50,283 10.79%
347,996 375,560 27,564 7.92%
6,363 7,310 947 14.88%
36,003 45,042 9,039 25.11%
10,461 11,661 1,200 11.47%
14,617 19,443 4,826 33.02%
14,776 3,130 (11,646) -78.82%
3,674 15,442 11,768 320.30%
74,953 3,462 (71,491) -95.38%
508,843 481,050 (27,793) -5.46%
(42,646) 35,430 78,076 -183.08%
140,348 97.702 (42.646) -30.39%
$ 97,702 $ 133,132 35,430 36.26%

Budgetary Highlights
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Capital Asset and Debt Administration

At September 30, 2005, the Transit System had $688,473 invested in capital assets. This amount
represents a net decrease (including additions and deductions) of $66,276 or 9.63% as follows:

Total
Percentage
Change
2004 2005 2004-2005
Capital Assets Being Depreciated
Building $ 640,735 $ 644,198 0.54%
Vehicles 347,490 347,490 0.00%
Land Improvements 26,536 26,536 0.00%
Total Capital Assets 1,014,761 1,018,224 0.34%
Total Accumulated Depreciation 260,012 329,751 21.15%
Total Net Capital Assets $ 754,749 $ 688,473 -9.63%

Please refer to the notes to the financial statements for more detailed information.
Economic Factors and Next Year’s Budget

The 2006 budget will decrease to $515,743 as transit system is no longer budgeting for specia
contracts or capital improvements due to the uncertainty of actually receiving the grants.
However, the transit system is attempting to further monitor the budget due to increases in fuel
costs, utilities, labor and fringe benefit programs that continue to drive up the cost of providing
public transit. To offset the increasing costs, the Transit System will have to continue levying the
one mill to increase the local share of revenue to the system and to help offset unstable State and
Federal Assistance.

Contacting the Transit System’' s Management

This financia report isintended to provide our citizens, taxpayers, customers, and investors with
a general overview of the Transit System’s finances and to show the accountability for the
money it receives. |If you have any questions about this report or need additional information,
we welcome you to contact the Ontonagon County Clerk’s Office at: 725 Greenland Road,
Ontonagon, Michigan 49953.



ONTONAGON COUNTY PUBLIC TRANST FUND
GOVERNMENTAL FUNDS BALANCE SHEET
STATEMENT OF NET ASSETS

September 30, 2005

ASSETS

Cash

Certificates of Deposit

Due From State of Michigan
Accounts Receivable
Prepaid Expense

Capital Assets

Total Assets
LIABILITIES
Current Liabilities
Accounts Payable
Due to State of Michigan
Accrued Wages Payable
Accrued Benefits Payable
Tota Liabilities

FUND BALANCE/NET ASSETS

Fund Balance

Total Fund Equities

Total Liabilities and Fund Balance

Net Assets
Invested in Capital Assets--Net of Related Debt
Restricted

Total Net Assets

Reconcilation of Government-Wide and Fund Financial Statements

Tota Fund Balance--Modified Accrua Basis

Amounts reported in the statement of net assets are different because:
Capital assets are not financial resources and are not reported in the funds

Total Net Assets-Full Accrua Basis

EXHIBIT A

Modified Statement
Accrual of Net
Basis Adjustments Assets

$ 16,873 $ 16,873

100,000 100,000

34,042 34,042

6,992 6,992

3,664 3,664

$ 688,473 688,473

$ 161571 $ 688,473 $ 850,044

$ 8,115 $ 8,115

3,072 3,072

4,117 4,117

13,135 13,135

28,439 $ - 28,439

133,132 (133,132) -

133,132 (133,132) -

$ 161571 (133,132) 28,439

688,473 688,473

133,132 133,132

$ 821,605 $ 821,605

$ 133,132

688,473

$ 821,605

The Notesto Financial Statements are an integral part of this statement.
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ONTONAGON COUNTY PUBLIC TRANST FUND EXHIBIT B
STATEMENT OF GOVERNMENTAL FUND REVENUES
EXPENDITURES AND CHANGES IN FUND BALANCE
STATEMENT OF ACTIVITIES
For the Year Ended September 30, 2005
Modified Statement
Accrua of Net
Basis Adjustments Assets
Revenues

Property Taxes $195,759 $ 195,759

Federal Grants 62,020 62,020

State Grants 181,778 181,778

Charges for Services 72,512 72,512

Interest and Rents 1,746 1,746

Other 2,665 2,665
Total Revenue 516,480 $ - 516,480
Expenditures

Public Works 477,588 69,739 547,327

Capita Outlay 3,462 (3,462) -
Total Expenditures 481,050 66,277 547,327
Excess of Revenues Over (Under)

Expenditures/Change in Net Assets 35,430 (66,277) (30,847)
Fund Balance/Net Assets-Beginning of Year 97,702 706,332 804,034
Restatement to Fund Balance/Net Assets 48,418 48,418
Restated Fund Balance/Net Assets 97,702 754,750 852,452
Fund Balance/Net Assets-End of Year $133,132 $ 688,473 $ 821,605
Reconcilation of Government-Wide and Fund Financial Statements
Net Change in Fund Balance-Modified Accrud Basis $ 35430
Amounts reported in the statement of activities are different because:

Capital outlays are reported as expenditures in the statement of revenues,

expenditures, and changes in fund blance; in the statement activites these
costs are alocated over the estimated useful lives as depreciation:
Captial Outlay 3,462
Depreciation (69,739)
Change in Net Assets-Full Accrual Basis $ (30,847)

The Notes to Financial Statements are an integral part of the statement.



ONTONAGON COUNTY PUBLIC TRANSIT FUND

STATEMENT OF REVENUES, EXPENDITURES
AND CHANGESIN FUND BALANCES--BUDGET AND ACTUAL

GENERAL OPERATING FUND
For the Year Ended September 30, 2005

Revenues
Property Taxes
Federal Grants
State Grants
Chargesfor Services
Interest and Rents
Other

Total Revenue
Expenditures
Public Works
Capital Outlay
Total Expenditures
Excess of Revenues Over (Under) Expenditures

Fund Balance--October 1, 2004

Fund Bal ance--September 30, 2005

EXHIBIT C

GENERAL OPERATING FUND

Variance

Orginad Final Favorable
Budget Budget Actud (Unfavorable)
$189,850 $189,850 $ 195,759 $ 5,909
150,728 150,728 62,020 (88,708)
219,682 219,682 181,778 (37,904)
69,750 74,432 72,512 (2,920)
1,000 1,000 1,746 746

- - 2,665 2,665
631,010 635,692 516,480 (119,212)
465,822 470,504 477,588 (7,084)
121,000 121,000 3,462 117,538
586,822 591,504 481,050 110,454
44,188 44,188 35,430 (8,758)
97,702 97,702 97,702 -
$141,890 $141,890 $ 133,132 $ (8,758)

The Notesto Financial Statementsare an integral part of the statement.



ONTONAGON COUNTY PUBLIC TRANSIT

NOTES TO FINANCIAL STATEMENTS

NOTE A--REPORTING ENTITY

The criteria established by the Governmenta Accounting Standards Board (GASB) Statement No. 14,
"TheFinancid Reporting Entity," for determining the reporting entity includes oversght responsibility, fisca
dependency, and whether thefinancia statementswould be mideading if datawere not included. Based on
the above criteria, thesefinancia statements present the Ontonagon County Public Transit Fund, ablended
component unit of Ontonagon County.

The Ontonagon County Public Trangt Fund is, for financia reporting purposes, within generaly accepted
accounting principles, agpecid revenue fund of Ontonagon County. Thefinancid statements herein present
the financid operations of the Public Trangt Fund which is used to account for the revenues and
expenditures of the Ontonagon County Public Transt System. Revenueisderived primarily from aspecid
voted property tax millage, State and Federd aid, and farebox feeswhich are earmarked for the operation
and maintenance of thetrangt system. The Ontonagon County Public Trangt System isadministered by the
Ontonagon County Board of Commissionersto provide public trangportation services within the boundaries
of Ontonagon County.

NOTE B--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation-- Government-Wide Financid Statements

The government-wide financia statements (i.e, the Statement of Net Assats and the Statement of
Revenues, Expendituresand changesin Fund Bal ance) report information of the activities of the Ontonagon
County Transit Fund. Thereis only one fund reported in the government-wide financid statements.

The Statement of Net Assets presents the Trangt Fund's assets and liabilities with the difference being
reported as elther invested in capital assets or restricted net assets.

The Statement of Activities demondirates the degree to which the operating expenses of agiven function or
segment are offset by operating revenues. Operating expenses are those that are clearly identifiable with a
gpecific function or segment. Operating revenues include: (1) charges to customers or applicants who
purchase, use or directly benefit from goods, servicesor privileges provided by agiven function or segment;
and (2) grants and contributions that are restricted to meeting the operational or capita requirements of a
particular function or segment. Taxes and other items not properly included among operating revenues are
reported instead as nonoperating revenue.



ONTONAGON COUNTY PUBLIC TRANSIT

NOTES TO FINANCIAL STATEMENTS

NOTE B--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Measurement Focus/'Basis of Accounting--Government-Wide Financia Statements

The government-wide financid statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Revenueis recorded when earned and expenses are recorded when a
ligbility isincurred, regardless of thetiming of related cash flows. Property taxes are recognized asrevenue
in the year for which they are levied. Grants and smilar items are recognized as revenue as soon as dl
eigibility requirements imposed by the provider have been met.

Governmentad Fund--Specia Revenue Fund

Specid revenue funds are used to account for specific revenue derived from State and Federd grants, tax
millages and charges for services which are to be expended for specific purposes as dictated by legd,
regulatory or adminigtrative requirements.

Capital Assets

Capital assets, which include property, plant, and equipment, are reported in the operating fund in the
government-wide financid statements. Capital assets are Stated at historica cost. Codts relating to
maintenance and repairs are charged to expense, whereas those for renewals and betterments, when
ggnificant in amount, are capitalized. Provisonsfor depreciation of equipment are computed on the straight-
line method. Depreciation rates are designed to amortize the cost of the assets over their estimated useful
livesasfollows

Operdting Facility 12 to 20 years
Buses 3to 7 years
Maintenance Equipment 3to 10 years
Office Equipment 6to 10 years
Property Tax Revenues

The county property taxes are levied on each December 1st on the State equalized vauation of property
located in the county as of the preceding December 314

The county's 2004 ad valorem tax was levied and collectible on December 1, 2004. It isthe county's
policy to recognize revenues from the current tax levy inthe Trangt System's 2004-05 fiscd year whenthe
proceeds of this levy are budgeted and made available for the financing of the Public Trangt System's
operations.

The 2004 taxabl e va uation of Ontonagon County amounted to $189,608,895, on which ad valorem taxes
of 1.000 millswere levied for County Public Trangt Fund operating purposes.

10



ONTONAGON COUNTY PUBLIC TRANSIT

NOTES TO FINANCIAL STATEMENTS

NOTE B--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Cos Allocation Plans

Ontonagon County has prepared and submitted to the Passenger Trangportation Divison (PTD), Michigan
Department of Trangportation (MDOT), acentra services cost alocation plan to document those genera
fund costs which should be dlocated to the various Federal and State grant programs. This plan has been
adhered to in the preparation of thefinancid statements. The amount of $15,442 was paid to the Generd
Fund by the Public Trangit Fund for the 2005 fiscal year centra services charges.

Budgets and Budgetary Accounting

The budget isadopted by the county board of commissionersfor the Public Transit Fund. The budget basis
of accounting does not differ sgnificantly from the modified accrud basisused to reflect actud revenuesand
expenditures for this fund.

Budgeted revenues and expenditures, as presented in Exhibit C, include any authorized amendmentsto the
origina budget as adopted.

Use of Edimates

The preparation of financid statements, in conformity with generdly accepted accounting principles
(GAAP), requires management to make estimates and assumptionsthat affect the reported amounts of the
following: assets and liabilities, disclosure of contingent assets and liabilities & the date of the financiad
statements, and the reported amounts of revenues and expenses during the reporting period. Actud results
could differ from those estimates.

NOTE C--CASH DEPOSITS AND INVESTMENTS

Depodits are carried at cost. Deposits of the county are at various banks in the name of the county
treasurer. Michigan Compiled Laws (M CL), Section 129.91, authorizesthe county to deposit and investin
the accounts of Federdly insured banks, credit unions, and savings and loan associations; bonds, securities,
and other obligations of the United States, or an agency or instrumentaity of the United States; United
States government or Federal agency obligation repurchase agreements, bankers acceptance of United
States banks, mutua funds composed of investment vehicleswhich arelegd for direct investment by loca
units of government in Michigan; and commercid paper rated within thetwo highest classifications, which
meature not morethan 270 daysafter the date of purchase. Financid indtitutionsdigiblefor deposit of public
funds must maintain an office in Michigan.

The county's deposits and investments are in accordance with statutory authority and the county has
adopted an investment policy in accordance with Public Act 20 of 1943, as amended. The Public Transit
Fund monies are deposited to the county's common bank accounts aong with the monies of severd other
county funds. Therisk disclosuresfor the County Public Trangt Fund's depositsat September 30, 2005, as

11



ONTONAGON COUNTY PUBLIC TRANSIT

NOTES TO FINANCIAL STATEMENTS

NOTE C--CASH DEPOSITSAND INVESTMENTS (Continued)

required by the Governmenta Accounting Standards Board (GASB) Statement No. 40, arenot available
because the fund's cash depositsare part of the county's genera bank accounts. However, we estimate that
approximately 26% of the county's bank account balances are covered by FDIC insurance at September
30, 2005. The cash carrying baance at September 30, 2005 was $116,823.

Investments Authorized by the Trangt’ s Invesment Policy

The Trangt's investment policy authorizes investment in al those that are authorized by law. As stated
above, the Trangt did not have any investmentsin the fiscad year ended September 30, 2005.

The Trangt’ sinvestment policy does not contain specific provisionsto limit the Trangit’ sexposureto credit
risk. The policy does contain provisons to limit the Transit's exposure to concentration of credit risk.

Disclosures Rdating to Credit Risk

Gengrdly, credit risk istherisk that an issuer of aninvestment will not fulfill its obligation to the holder of the
investment. This is measured by the assgnment of a rating by a nationaly recognized satistica rating
organizetion.

Disclosures Rdating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversdy affect the fair value of an
investment. Generdly, the longer the maturity of an investment, the greater the sengtivity of itsfair vdueto
changesin market interest rates. The Trangt’ sinvestment policy does not contain specific provisonsto limit
the Trangit's exposure to interest rate risk.

Concentration of Credit Risk

Concentration of credit risk istherisk of lossattributed to the magnitude of an entity’ sinvesmentinasingle
issuer where the investment is 5% or greater. The Trangt's investment policy requires assets to be
diversfied to diminate the risk of loss resulting from over-concentration in a specific maturity, individua

financid inditution(s), or a pecific class of securities.

Custodial Credit Risk

Custodia credit risk for depogitsistherisk that, inthe event of thefailure of adepository financia ingtitution,
agovernment will not be able to recover its deposits or will not be able to recover collateral securitiesthat
arein the possession of an outsde party. Michigan law does not contain requirements that would limit the
exposureto custodia credit risk for deposits. However, the asset diversfication requirementsincluded inthe
Trangt's investment policy would limit, to some extent, exposure to custodia credit risk for deposits.
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ONTONAGON COUNTY PUBLIC TRANSIT

NOTES TO FINANCIAL STATEMENTS

NOTE C--CASH DEPOSITSAND INVESTMENTS (Continued)

The custodid credit risk for investments is the risk that, in the event of thefailure of the counterparty (e.g.,
broker-dedler) to a transaction, a government will not be able to recover the vaue of its investment or
collateral securities that are in the possession of another party. Michigan law does not contain legd

requirements that would limit the exposure to custodia credit risk for investments. However, the Trangt's
investment policy does contain asafekeeping and custody section that would limit the exposureto custodia
credit risk for investments. With respect to investments, custodia credit risk generaly agppliesonly to direct
investments in marketable securities. Custodia credit risk does not apply to aloca government’ sindirect
investment in securities through the use of mutud funds or government investment pools. The Trangit isnot
exposed to custodia credit risk for investments.

NOTE D--DUE FROM STATE

Thefollowing amounts recorded as* due from” the Michigan Department of Trangportation on September
30, 2005 represent amounts earned but not yet received on the respective Federa and State grant contracts
and agreements.

Federal Section 5311 Operating Assistance

2004-05 Contract #02-0077/Z7 $ 24,182
State Operating Assistance

2002-03 Operating Assistance 4,217

2003-04 Operating Assistance 1,574

2004-05 Operating Assistance 4,069
Total $ 34,042

The above receivables and related program revenues are subject to adjustments resulting from program
compliance audits by the Michigan Department of Trangportation that have not yet been findized.
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ONTONAGON COUNTY PUBLIC TRANSIT

NOTES TO FINANCIAL STATEMENTS

NOTE E--CAPITAL ASSETS

The following is a summary of the changesin the capitd asts:

Account Account
Balances Balances
10/01/04 Additions Deductions 09/30/05
Capital Assets Being Depreciated
Transit
Land Improvements $ 26,536 $ 26,536
Buildings 640,735 $ 3,462 644,197
Vehicles 347,491 347,491
Total Capital Assets 1,014,762 3,462 $ - 1,018,224
Accumulated Depreciation 200,678
Transit
Land Improvements 1,327 1,327 2,654
Buildings 64,074 21,704 85,778
Vehicles 194,611 46,708 241,319
Total Accumulated Depreciation 260,012 69,739 - 329,751
Capital Assets Net of Accumulated
Depreciation $ 754,750 $ - $ - $ 688,473

NOTE F--DUE TO THE STATE

Thefollowing amountsrecorded as* dueto” the Michigan Department of Transportation on September 30,
2005 represent amounts overpaid on the respective State grant contracts and agreements, based on audited
eigible codts.

Federal Section 5311 Operating Assistance

2002-03 Contract #02-077/Z3 $ 300
State Operating Assistance--2001/02 2,772
Total $ 3,072

The above payables and related program revenues are subject to adjustments resulting from program
compliance audits by the Michigan Department of Trangportation, which have not yet been findized.
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ONTONAGON COUNTY PUBLIC TRANSIT

NOTES TO FINANCIAL STATEMENTS

NOTE G--COMPENSATED ABSENCES

V acation Benefit Policies

The county's employment policies provide for vacation benefitsto be earned in varying amounts depending
on the employee's years of service. Vacation benefits are earned and credited to each employee on a
biweekly basis. Employees are permitted to maintain an accumulation of up to 1 year's vacation benefits.

Sick Leave Bendit Policies

The county's employment policies provide for Sck leave benefits to be earned &t the rate of 1 day per
month, with a maximum accumulation of 100 days. When county generd and public transit employees
separate from employment with the county, for whatever reason, they shdl be paid for 20% of al unused
sck days to amaximum of 100 days.

The accrued liability for accumulated and vested vacation and sick leave benefitsis recorded in the Public
Trangt Fund'sfinancid statements as of September 30, 2005.

NOTE H--RISK MANAGEMENT

The Ontonagon County Trangt isexposed to variousrisks of lossrelated to torts; theft of, damageto, and
destruction of assets; errorsand omissions; injuriesto employees; and naturd disasters. The county carries
commercid insurancefor dl losses. Settled claimsresulting from theserisks have not exceeded commercid
insurance coverage in any of the past 3 years.

NOTE I--EMPLOYEES RETIREMENT PLAN

Description of Plan and Plan Assets

Ontonagon County is in an agent multiple-employer defined benefit pension plan with the Municipa
Employees Retirement System (MERS), administered by the State of Michigan. The system provides
retirement, disability and desth benefitsto plan membersand their beneficiaries. The most recent period for
which actuaria data was available was for the fiscal year ended December 31, 2004.

MERS was organized pursuant to Section 12a of Public Act 156 of 1851, MCL 46.12(a)), as amended,
State of Michigan. MERS is regulated under Public Act 427 of 1984, sections of which have been
approved by the State Penson Commisson. MERS issuesapublicly availablefinancid report that includes
financid statementsand required supplementary information for the system. That report may be obtainedby
writing to the System at 447 North Cana Street, Lansing, Michigan, 48917-9755.
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ONTONAGON COUNTY PUBLIC TRANSIT

NOTES TO FINANCIAL STATEMENTS

NOTE I--EMPLOYEES RETIREMENT PLAN (Continued)

Funding Policy
The obligation to contribute to and maintain the system for these empl oyees was established by negotiation

with the county’ scompetitive bargaining units. The caendar year 2004 required pension contributionswere
12.42%.

Annud Penson Cost

For the caendar year ended December 31, 2004, the county’ s annua pension cost was $177,202 which
was equd to the county’s required and actua contributions. The aonua required contribution was
determined as part of an actuarid valuation at December 31, 2002. The employer contribution rate has
been determined based on the entry age normal funding method. Under the entry age normd cost funding
method, the total employer contribution iscomprised of the norma cost plusthelevel annud percentage of
payroll payment required to amortize the unfunded actuaria accrued liability over 30 years. The employer
normal cost is, for each employee, thelevel percentage of payroll contribution (from entry ageto retirement)
required to accumulate sufficient assets at the member’s retirement to pay for his projected benefit.
Sgnificant actuaria assumptions used include a long-term investment yield rate of 8% and annud saary
increases of 5% based on an age-related scaeto reflect merit, longevity, and promotiona salary increases.

Three Year Trend Information for GASB No. 27

Year Annual Percentage Net
Ended Pension of APC Pension
Dec 31 Cost (APC) Contributed Obligation
2002 $ 129,707 100% $0
2003 157,094 100% 0
2004 177,202 100% 0

Reguired Supplementary Information for GASB Statement No. 27

(1) 2 ©) 4) (%) (6)

Actuarial Actuaria Overfunded UAL as

Actuarial Value Accrued (Unfunded) Funded a% of

Valuation of Liability AAL (UAAL) Ratio Covered Covered

December 31 Assets (AAL) D - (2 (D) /(2 Payroll Payroll
2002 $ 3,985,661 $ 5,030,211 $(1,044,550) 79% $ 1,378,927 76%
2003 4,305,536 5,459,056 (1,153,520) 79% 1,323,550 87%
2004 4,589,928 5,860,425 (1,270,497) 78% 1,415,133 0%
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ONTONAGON COUNTY PUBLIC TRANSIT

NOTES TO FINANCIAL STATEMENTS

NOTE J-RESTATEMENT TO NET ASSETS

During the 2004 audit, a bus purchased in 2004 was omitted from the capital asset list. The net assets of
the Trangt System have been restated to now include the omitted asset.

Net Assets: September 30, 2004: $ 804,034
Omitted Bus 48,418
Restated Net Assets. September 30, 2004 $ 852452
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ONTONAGON COUNTY PUBLIC TRANSIT FUND EXHIBITD
SCHEDULE OF REVENUES

BUDGET AND ACTUAL--GENERAL OPERATING FUND

For the Fiscal Year Ended September 30, 2005

Variance
Origind Fina Favorable
Budget Budget Actua (Unfavorable)
Property Taxes $ 189,850 $ 189,850 $ 195,759 $ 5909
Federal Grants
Section 5311 Operating Assistance
Contract #02-0077/27 50,428 50,428 57,926 7,498
Prior Y ears Operating Assistance Adjustments (1,256) (1,256)
RTAP Training Funds 3,500 3,500 2,580 (920)
Section 5309/5311Capital Program 96,800 96,800 2,770 (94,030)
Total Federal Grants 150,728 150,728 62,020 (88,708)
State Grants
FY 05 Formula Operating Assistance 194,482 194,482 181,086 (13,396)
Section 5311 Capital Assistance 24,200 24,200 692 (23,508)
State Single Business Tax 1,000 1,000 - (1,000)
Total State Grants 219,682 219,682 181,778 (37,904)
Charges for Services
Sale of Scrap and Salvage 3,000 3,000 - (3,000)
Sale of Maintenance Services 1,750 1,750 1,414 (336)
Sale of Advertising Space 3,000 3,000 1,584 (1,416)
Demand Response Fares 62,000 66,682 69,514 2,832
Total Charges for Services 69,750 74,432 72,512 (1,920)
Interest and Rents
Interest Earned 1,000 1,000 1,746 746
Total Interest and Rents 1,000 1,000 1,746 746
Other
Private Contributions 25 25
Insurance Recoveries 2,640 2,640
Total Other - - 2,665 2,665
Total Revenues $631,010 $ 635,692 $ 516,480 $ (119,212)
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ONTONAGON COUNTY PUBLIC TRANSIT FUND EXHIBIT E
SCHEDULE OF EXPENDITURES

BUDGET AND ACTUAL--GENERAL OPERATING FUND

For the Fiscal Year Ended September 30, 2005

Variance
Original Final Favorable
Budget Budget Actua (Unfavorable)
Public Works

Labor $ 222,466 $213,066 $224,804 $ (11,738)
Fringe Benefits 147,736 154,136 150,756 3,380
Services 5,690 5,280 7,310 (2,030)
Materials and Supplies Consumed 40,785 50,012 45,042 4970
Utilities 11,700 11,900 11,661 239
Casualty and Liability Costs 16,910 15,910 19,443 (3,533)
Miscellaneous Expense 4535 4,200 3,130 1,070
County Central Services Costs 16,000 16,000 15,442 558
Capital Outlay 121,000 121,000 3,462 117,538
Total Expenditures $ 586,822 $591,504 $481,050 $ 110,454
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ONTONAGON COUNTY PUBLIC TRANSIT FUND
SCHEDULE OF OPERATING EXPENDITURES

For the Fiscal Year September 30, 2005

Labor
Operators Wages
Other Salaries and Wages
Dispatchers Wages
Fringe Benefits
Services
Materials and Supplies Consumed
Fuel and Lubricants
Tiresand Tubes
Other Materials and Supplies
Utilities
Casualty and Liability Costs
Miscellaneous Expenses
Travel and Meetings
Association Dues and Subscriptions

County Central Services Costs

Total Operating Expenditures

SCHEDULE 1
Generad Total
Operations Maintenance  Administration System

$ 122,696 $ 122,696
$ 24,563 $32,636 57,199

44,909 44,909
111,195 19,750 19,811 150,756
2,310 5,000 7,310
33,667 33,667
422 422

733 5,704 4,516 10,953

2,228 9,433 11,661
19,409 34 19,443
2,430 2,430

700 700

15,442 15,442

$ 337,569 $ 50,017 $90,002 $ 477,588
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ONTONAGON COUNTY PUBLIC TRANSIT FUND
NET ELIGIBLE COSTSCOMPUTATIONS

OF GENERAL OPERATIONS

For the Fiscal Year Ended September 30, 2005

Operating Expenditures
Labor
Fringe Benefits
Services
Materials and Supplies Consumed
Utilities
Casualty and Liability Costs
Miscellaneous
County Central Services Costs

Total Operating Expenditures

Less: Ineligible Expenditures
Cost of Maintenance Services Sales
Insurance and Bond Recoveries
Membership Dues
Audit
Federal (RTAP) Training Funds

Net Eligible Expenditures

Federal Section 5311 Funding
(12.40% x Net Eligible Expenditures)

State Operating Assistance
(38.437574823% x Net Eligible Expenditures)
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SCHEDULE 2
State

Federal Operating
Section 5311 Assistance
$224,804 $ 224,804
150,756 150,756
7,310 7,310
45,042 45,042
11,661 11,661
19,443 19,443
3,130 3,130
15,442 15,442
477,588 477,588
1,202 1,202
2,640 2,640

48 48

3,976
2,580 2,580
467,142 471,118
$ 57,926

$ 181,086



ONTONAGON COUNTY PUBLIC TRANSIT SCHEDULE 3
MILEAGE DATA--(UNAUDITED)
For the Fiscal Year Ended September 30, 2005

Public
Transportation

Mileage

Demand--Response
First Quarter 36,249
Second Quarter 41,234
Third Quarter 41,152
Fourth Quarter 41,100
Total Operation 159,735

The methodology used for compiling mileage has been reviewed and found to be an
adequate and reliable method for recording vehicle mileage.
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ONTONAGON COUNTY PUBLIC TRANSIT FUND

SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS

For the Year Ended September 30, 2005

SCHEDULE 4

Federal State Program Federal State
CFDA Grantor or Award Receipts/ Receipts/ Disbursements/ Amount
Number Number Amount Revenue Revenue Expenditures Remaining
U.S. Department of Transportation
Passed through Michigan Department
of Transportation
Federal and State Section 5309/5311 Capital Programs
Parking Lot Paving and Storage Building 20.509 02-0077/22 $ 30,000 $ 2,770 $ 692 $ 3,462 $ -
Federal and State Operating
Assistance Computations Based on
Net Eligible Federal and State Expenditures 471,118
Federal Operating Assistance
Section 5311 20.509 02-0077/27 58,254 57,926
Federal Training (RTAP) Funds 2,580 2,580
State Operating Assistance
Act 51 Formula Funding (FY 05) N/A N/A 194,482 181,086
Total Department of Transportation $ 63,276 $ 181,778 $ 477,160 $ -
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ONTONAGON COUNTY PUBLIC TRANSIT
NOTES TO SCHEDULE OF EXPENDITURES OF
FEDERAL AND STATE AWARDS

1 The accompanying Schedule of Expenditures of Federal and State Awards presents the
activity of all Federal and State awards programs of the Ontonagon County Public
Transit. Federal and State awards received directly from federal or state agencies, as well
as Federa or State awards passed through other government agencies, are included on the
schedule.

2. The accompanying Schedule of Expenditures of Federal and State Awards is presented
using the accrua basis of accounting, which is described in Note B of the Transit
System’s basic financial statements.

3. Ontonagon County Public Transit only recognized $7,926 of the maximum Section
5311 Reimbursement based on the net eligible costs computation presented as Schedule
2.

4. State operating assistance of $181,086 was recognized based on the net eligible costs
computation presented as Schedule 2. The actual revenue to be received from the State is
uncertain because the revenue is based on a fixed amount of statewide available funding.
It could be as low as the transit’s 1997 floor amount or as high as the statutory cap of
60% of eligible operating expenses. MDOT will recalculate the state operating
assistance percentage in Schedule 2, after audited close-outs, based on statewide eligible
EXPEeNSES.
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STATE OF MICHIGAN
JENNIFER M. GRANHOLM DEPARTMENT OF TREASURY
GOVERNOR LANSING

December 9, 2005

Ontonagon County Public Transit
Ontonagon County Board of Commissioners
County Courthouse

725 Greenland Road

Ontonagon, Michigan 49953

RE: Report onlnternal Control Over Financial Reporting and on Compliance and Other
Matters Based on an Audit of Financial Statements Performed in Accordance With
Government Auditing Standards

Dear Board Members:

We have audited the basic financial statements of the Ontonagon County Public Transit Fund, a
blended component unit of Ontonagon County, as of and for the year ended September 30, 2005,
and have issued our report thereon dated December 9, 2005. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States.

Internal Control Over Financial Reporting--1n planning and performing our audit, we considered
the Ontonagon County Public Transit's internal control over financia reporting in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide an opinion on the internal control over financia reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the interna control
components does not reduce to a relatively low level the risk that misstatements caused by error
or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses.

Compliance and Other Matters--As part of obtaining reasonable assurance about whether the
Ontonagon County Public Transit's financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, noncompliance with which could have a direct and material effect on the determination
of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance that are required to be
reported under Government Auditing Standards.
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Ontonagon County Public Transit
December 9, 2005

Page 26

This report is intended solely for the information and use of the management, the board of
commissioners, Federal awarding agencies, and State and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties. However, this
report is a matter of public record and its distribution is not limited.

'C/' P i S

V.

Cary Jay Vaughn, CPA, CGFM
Audit Manager
Local Audit and Finance Division
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